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1976 

1975 

Financial  Highlights 

Net  sales 

S4  447  billion 

$4,062  billion 

Income  after  taxes 

$168  million 

$169  million 

Earnings  persnare 

$3.50 

$3.53 

Dividends  per  share 

S1.38V2 

$1.22 
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Letter  to  Shareholders 


Dear  Fellow  Shareholders:  Federated 
achieved  sales  of  $4.4  billion  in  1976, 
an  all-time  record.  Both  dollar  and  per 
share  earnings  for  the  year  were  the 
second  highest  in  history  and  close  to 
the  1975  records.  As  we  will  describe 
later  in  this  letter,  we  were  not  satisfied 
with  the  company's  performance  in 

1976.  However,  results  for  the  important 
fourth  quarter  were  the  best  the 
company  ever  achieved. 

A  significant  event  in  1976  was  the 
merger  of  Rich's,  Inc.,  of  Atlanta  into 
Federated.  The  merger  became  effective 
on  October  29, 1976,  and  has  been 
accounted  for  as  a  pooling  of  interests. 
All  the  financial  data  in  this  report 
include  the  results  of  Rich's  operations. 

As  a  part  of  the  merger  agreement 
with  Rich's,  the  Federated  board  of 
directors  voted  on  December  3  to 
increase  the  annual  dividend  rate  from 
$1.36  to  $1.46.  This  was  the  company's 
tenth  dividend  increase  in  the  past  12 
years. 

For  the  52  weeks  ended  January  29, 

1977,  earnings  per  share  were  $3.50, 
compared  to  $3.53  for  the  52  weeks 
ended  January  31, 1976.  Netincome 
was  $168,1 24,000,  compared  with 

$ 169,054,000  in  the  previous  year,  a 
decline  of  0.6  percent.  Sales  amounted 
to  $ 4,446,624,000 ,  compared  to  last 
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year's  $4,061 ,911 ,000,  an  increase  of 
9.5  percent. 

Fourth  quarter  earnings  per  share 
were  a  record  $1.73,  compared  to  $ 1.61 
in  1975.  Netincome  was  $83,025,000, 
compared  with  $77,175,000,  an  increase 
of  7.6  percent  over  our  very  strong 
fourth  quarter  in  the  previous  year. 

Sales  were  $1 ,460,738,000,  compared 
to  last  year's  $1,336,863,000,  an 
increase  of  9.3  percent. 

Coming  out  of  1975,  we  anticipated 
a  continuation  of  the  strong  sales 
momentum  which  was  then  underway. 
However,  when  it  became  clear  at  the 
end  of  the  first  quarter  that  the  economy 
was  slowing  down,  our  divisional 
managements  responded  vigorously 
and  effectively.  A  major  effort  was 
carried  out  in  all  divisions  to  bring 
inventories  to  levels  consistent  with 
sales  and  to  reduce  operating  costs.  This 
effort,  together  with  improved  sales 
trends  beginning  in  the  early  fall  and 
continuing  through  the  end  of  the  year, 
enabled  us  to  produce  record  results  in 
the  all-important  fourth  quarter. 

Of  our  twenty  divisions,  three 
experienced  specific  difficulties  which 
affected  the  results  of  1976.  The  balance 
of  the  company  performed  well. 

The  profits  of  Ralphs,  our  California 
supermarket  division,  were  greatly 
affected  by  a  price  war  which  persisted 
through  the  entire  year  and  continued 
into  1977.  We  hope  there  will  be  a 
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supervising  the  following  divisions: 
Bullock's,  Bullock's  Northern  California 
and  Ralphs  in  California,  Levy's  in 
Arizona,  and  Foley's  and  Sanger-Harris 
in  Texas. 

On  April  1,  7977,  Eugene  Walsh  will 
retire  as  assistant  to  the  chairman  and 
as  a  director  of  the  company.  A  veteran 
of  26  years'  service  to  Federated  and 
Ralphs,  Gene  has  been  a  member  of  the 
board  of  directors  since  1969.  He 
became  president  of  Ralphs  in  1970  and 
chairman  and  chief  executive  officer  of 
that  division  in  1973. 

In  his  leadership  positions  at  Ralphs, 
Gene  Walsh  earned  a  national  reputation 
as  a  skilled  and  enlightened  business¬ 
man.  The  climate  of  goodwill  which 
exists  between  Ralphs  and  the  commu¬ 
nities  it  serves  reflects  the  compassion 
and  concern  for  the  people  which  were 
the  hallmarks  of  Gene’s  business  phil¬ 
osophy.  We  are  happy  that  through  his 
service  as  a  consultant,  Federated  will 
continue  to  benefit  from  his  wisdom. 

Six  new  members  were  elected  to  the 
Federated  board  of  directors  during  the 
year,  bringing  the  total  current  mem¬ 
bership  to  21.  The  new  directors,  in 
order  of  their  election,  are:  Lawrence 
M.  Isaacs,  executive  vice  president, 
finance,  of  the  company;  Howard  Gold- 
feder;  Hal  W.  Field,  chairman  of  Gold 
Circle  Stores;  Harold  Brockey,  chairman 
of  Rich's;  G.  William  Miller,  chairman 
of  Textron  Inc.;  and  1.  Paul  Austin, 


chairman  of  The  Coca-Cola  Company. 
The  new  directors  all  have  distinguished 
careers  as  business  leaders.  Their 
presence  on  the  board  will  significantly 
strengthen  the  company's  quality  of 
leadership. 

Fiscal  conservatism  and  sound  man¬ 
agement  practices  are  important  ele¬ 
ments  of  our  company’s  continuing 
success.  As  set  forth  in  The  Year  in 
Review  section,  arrangements  were 
completed  on  March  1, 1977,  to  sell 
5100,000,000  of  Federated's  long-term 
notes.  The  proceeds  will  be  used  to 
reduce  short-term  debt.  Both  Moody's 
and  Standard  &  Poor's  have  rated 
Federated's  debt  obligations  as  AAA, 
the  highest  rating  issued  for  securities. 
Our  balance  sheet  debt  ratios  remain 
conservative. 

The  true  strength  of  our  organization 
lies,  however,  in  the  quality  of  its 
people  and  their  dedication  to  excellent 
performance.  Each  year  we  become 
more  aware  of  this  and,  in  turn,  more 
grateful  for  the  diverse  skills  and  re¬ 
markable  loyalty  of  all  our  associates. 

More  often  than  not,  the  largely 
autonomous  divisional  managements  of 
Federated  have  been  able  to  respond 
quickly  and  efficiently  to  adverse  con¬ 
ditions.  Their  record  over  the  years  is 
impressive.  We  believe  that  our  divi¬ 
sional  managers  have  earned  special 


applause  for  their  performance  during 
a  trying  year. 

As  we  mentioned  earlier,  one  of  the 
highlights  of  the  year  was  the  merger 
of  Rich's  into  Federated.  We  welcome 
the  more  than  4,000  Rich 's  shareholders 
into  our  company.  Rich's  has  long  been 
acknowledged  one  of  the  quality  de¬ 
partment  stores  in  the  Southeast.  Its 
position  in  the  Atlanta  community  is 
unique.  Rich's  has  earned  and  enjoys 
an  unusual  base  of  customer  acceptance 
and  loyalty.  The  next  section  of  this 
report,  starting  on  page  10,  deals  at 
some  length  with  this  most  important 
event. 

Our  success  in  the  current  year  will 
depend  to  an  important  extent  on 
economic  conditions.  The  quality  of  the 
economic  environment  in  1977  i$ still 
an  unknown  factor.  If,  as  we  expect, 
the  nation  does  enjoy  a  strong  and 
continuous  upswing,  Federated  should 
perform  well. 

To  all  of  our  people,  to  our  customers, 
to  our  suppliers,  to  our  directors  and 
officers  and  to  you,  our  shareholders, 
we  express  our  sincere  appreciation  for 
your  continuing  support. 

Respectfully  submitted, 

Ralph  Lazarus,  Chairman  of  the  Board 

Harold  Krensky,  President 

By  order  of  the  Board  of  Directors, 
March,  1977. 
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By  Ralph  Lazarus,  Chairman 


aYear 

to  Remember 


7 he  announcement  Iasi  July  that 
Federated  had  agreed  to  merge  with 
one  of  the  ScuttftSmost  prestigious 
retail  institutions,  Rich's  of  Atlanta, 
triggered,  as  you  might  expect,  a  variety 
of  r$$girQm.  There  were  calls  from 
friends  welcoming  us  to  the  new  city  and 
from  business  acquaintances  congratu¬ 
lating  us  on  “ a  merger  beneficial  to  both 
parties."  There  were  letters  from  cus¬ 
tomers  beseeching  us  “ never  to  change 
Rich's. "  And,  most  remarkable  of  all, 
there  was  a  gift  from  an  anonymous 
donor  who  sent  us  the  words  to  a  song 
(reprinted  on  page  13)  made  famous  in 
Atlanta  by  a  theatrical  group  called 
" The  Wits  End  Players. " 


because  they  are  amusing  and  for  a 
more  serious  reason  as  well.  Each  of 
Federated's  last  two  annual  reports 
carried  not  only  the  customary  review 
of  operations  but  a  personal  message 
from  the  chairman  designed  to  add  to 
your  understanding  of  our  company— 
the  beliefs  that  have  made  us  what 
we  are,  the  convictions  that  will  shape 
our  future.  This  year  it  seemed  to  me 
that  there  is  a  story  behind  "I  Took  It 
Back  to  Rich's"  that  might  add  a 
signifidjUt&new  dimension  to  your  per¬ 
ception  of  what  Federated  is  ail  about. 

Perhaps  the  place  to  begin  that  story 
is  in  the  Atlanta  of  18<$7,  a  city  of  some 
22,000  inhabitants  industriously  re¬ 
building  after  having  been  burned  and 


left  for  dead  in  the  then  recent  war.  The 
significant  date  is  May  28.  On  that  day 
an  itinerant  peddler  named  Morris  Rich 
opened  a  crude  twenty  by  seventy-five 
foot  drygoods  store  on  what  would 
now  be  the  Peachtree  end  of  the 
Whitehall  Street  viaduct,  it  was  far 
from  an  auspicious  beginning.  Rich's 
capital  totaled  S500-and  that  he  had 
borrowed  from  his  brother.  Fie  was 
surrounded  by  stores  bigger,  finer  and 
better  known  than  his.  In  fact,  Rich 
was  later  to  recall  that  it  rained  the  day 
he$0&0.and  his  first  act.M$mer- 
chant  was  to  lay  pine  boards  over  the 
red  clay  mud  of  Whitehall  Street  so 
that  customers  could  get  into  his  store 
without  ruining  their  shoes. 

Nevertheless,  Morris  Rich  prospered 
and  it  is  easy  to  see  why.  Rich  had  some 
id^^Sebt  serving  customers  that 
were  revolutionary  for  his  day.  At  a 
time  when  "buyer  beware" 
rule  of  the  marketplace— when  it  wlf 
standacfyractice  for  a  customer  to 
ravel  a  piece  of  material  and  chew  the 
thread  to  make  sure  it  was  puf§f§0i— 
Rich  decreed  that  his  customers  must 
always  be::$$$fsfied  or  tffMr  money 
would  be  cheerfully  refunded.  At  a 
time  when  customers  expected  to 
haggle  over  the  price  of  an  article,  fflph 
set  up  a  one-price  policy  that  made  it 
possible  for  a  child  to  shop  with  the 
assurance  of  an  experienced  bargainer. 
And  in  an  era  when  credit  was  virtually 
unknown  Rich  trusted  people,  per¬ 
mitting  a  farmer,  for  example,  to  buy 
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quare  feet);  twelve  department  store 


/  have  told  that  story  here  for  two 
reasons.  I  think  it  is  important  that 
Federated  shareholders  get  to  know 


this  newest  member  of  our  family.  Be¬ 
yond  that,  however,  it  just  may  be  that 


I  Took  It  Back  to  Rich's 

Music  and  iyrics  by  June  Stevens 
Copyright  1962 

I  never  could  stand  Melvin. 

Why  i  married  him  1’li  never  know. 

And  for  seventeen  miserable  years  I’ve  said 
Melvin  has  got  to  go. 

!  tried  poisoning  cakes, 

Stripping  his  braKes, 

Saiting  his  pork  chops  with  lime. 

Wiring  his  chair, 

Igniting  his  hair 

And  playing  with  fire  is  a  crime. 

But !  failed  at  each  plot 
Tiii  i  suddenly  thought 
Of  a  way  that  would  set  me  free. 

I  got  rid  of  him  good 

And  they  can’t  do  a  thing  to  me. 

I  took  him  back  to  Rich’s. 

They’ll  take  anything  back  you  know! 

They  said  they  could  not  recall  selling  him 
But  they  must  have  if  I  said  so. 

They  just  credited  him  tn  my  account 
And  said  y’ali  come  back  now,  ya  heah. 

They're  so  nice  and  polite  and  insistent  I  will. 

I’ll  take  back  his  mother  next  year. 

They’ll  take  anything  back  at  Rich’s. 

Though  it's  broken  or  rotten  or  spoiled. 

And  that’s  how  they  grow  so  enormous  you  know. 
Today  Atlanta— Tomorrow  the  world! 


Reproduced  with  permission  of  the  copyright  owner.  Further  reproduction  prohibited  without  permission. 


earnings  per  share  of  $3.40  for1976and  S3. 42  for1975  take 
into  account  the  above  items  dIus  the  shares  issuable  upon 
conversion  of  debentures. 

Earnings  per  share  (unaudited)  for  each  quarter  are  shown  in 
the  following  table: 


The  quarterly  price  range  of  Federated  stock  and  dividends  per 
share  are  shown  in  the  following  schedule: 

1976  1975 

Stock  Prices  Dividend  Stock  Prices  Dividend 
Queries  High  Low  Per  Shore  High  Low  Per  Shore 


*-irst 

Second 

Third 

Fourth 

Year 


1976  1975  Change 


S  .56  S  .54  $  .02 

.47  .61  (.14) 

.74  .77  (.03) 

1.73  1.61  .12 

S3. 50  S3. 53  $(.03) 


Per  share  earnings  and  dividends  (dollars) 


Profit  contribution  of  the  department  stores  and  mass 
merchandising  divisions  is  derailed  below: 


(millions)  Deportment  Stores 
Fiscal  Year  Amount  %  of  Soles 
1S76  $352.1  10.8% 

1975  343.1  11.4 

1974  275.0  10  1 

1973  266.9  10  4 

1972  257.1  10.S 


Mass  Merchandising 
Amount  %  of  Sales 
$25.4  2.1% 

37.1  3.5 

23.5  2  S 

17.3  2.5 

16  4  3.0 


Profit  contribution  represents  the  pre-tax  profit  from  operations 
of  the  divisions  before  allocating  to  them  Ggeftlal  office  costs 
and  interest  expense.  Such  unallocated  costs  aggregated  S51 .8, 
S44.7,  S46.2,  S37  9  and  S31 .6  million  for  the  years  shown  above. 


First  S60 
Second  533/-4 

Third  50V: 

Fourth  50% 


$49%  S  .34  $47% 

43  Va  .34  52 

42  .34  55V: 

43%  ,36V:  56% 


Year  $50  $42  SI  ,38  V:  $56% 


$32% 

43% 


42% 
50  V: 
$32% 


S  .29 
.31 


.31 
SI  .22 


The  company  has  paid  a  dividend  each  quarter  since 
October,  1931. 

The  stock  of  Federated  is  traded  principally  on  the  New  York 
Stock  Exchange. 
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Equai  Employment  Opportunity  (unaudited) 

During  1976  the  company  continued  to  refine  its  policy  of 
equal  employment  opportunity  in  all  facets  of  day-to-day 
operations  through  the  implementation  of  its  voluntarily 
adopted  affirmative  action  program.  As  of  June  1976,  total 
employment  was  94,152,  of  which  minority  employees 
comprised  17.9%,  up  from  16.6%  in  the  previous  year.  In  the  key 
classifications  of  officials,  managers  and  professionals,  minority 
employment  was  S.5%  in  1976,  an  increase  of  a  full  percentage 
point  over  the  prior  year. 

Demonstrable  proof  pffSje -company's  long-term  commitment 
to  its  policy  of  equal  employment  opportunity  is  provided  in  the 
data  below.  Employment  trends,  evidenced  by  the  comparison  of 
197&perffrrfP&n6eWith  that  of  1972,  are  consistent^! positive. 


Percentage 


Percentage 


Officials,  managers 

1972 

1976 

1972 

1976 

1972 

1976 

1972 

1976 

1972  1976 

and  professionals 

9,483 

13,353 

43.5 

46.3 

5.2 

8.5 

3.3 

4.6 

1.4  2.4 

Sales  workers 

Office  and  clerical 

39,466 

45,568 

79.3 

30  9 

10.0 

13.2 

6.7 

83 

2.2  3.4 

workers 

12,472 

13,894 

88.5 

87.9 

18.6 

23.3 

12.0 

14.8 

4  7  6.4 

Craftsmen 

2,423 

2,832 

22.3 

31.9 

15.5 

20.4 

7.3 

9.0 

6.9  9.0 

Technicians 

9S3 

1,713 

43.2 

55.9 

15.5 

20.3 

7.7 

9.7 

6  7  8.0 

Data , 


;  of  June  1976,  Rich's  not  included. 


Retirement,  Deferred  Compensation  and  Stock  Plans 


Retirement  ex  pens#  aggregated  $39. 6  million  ahcffSS.I  million 
in  1976  and  1975  and  consists  of  contributions  to  the  Retirement 
Income  and  Thrift  Incentive  Plan  and  four  plans  assumed  in 
acquisitions,  three  of  which  are  deferred  payment  profit  sharing 
plans  and  one  a  defined  benefit  plan,  all  such  plans  being 
qualified  under  Internal  Revenue  Service  regulations,  plus 
contributions  to  certain  union  pension  funds  and  direct 
Dayments  made  to  some  retired  er|jp|yees. 

Deferred  compensation  liability  represents  principally  cash 
and  stock  distributable  after  rsSf&ment  or  termination  under 
the  company's  Executives  Deferred  Compensation  Plan  in  which 
eligible  executives  may  elect  to  defer  a  portion  of  tbps 
compensation  each  year.  The  company  maintains  shares  in  the 
treasury  to  cover  the  number  it  estimates  will  be  needed  for 
distribution  of  stock  credits  currently  outstanding. 

Stock  option  transactions  under  the  1971, 1973  and  1976 
plans,  which  provided  for  grants  of  either  cfnafifted  or  non¬ 
qualified  options  at  not  less  than  100%  of  market,  and  under 
two  plalj§§§sumed  as  part  of  the  Rich's  merger  and  under  a 
prior  plan,  were  as  follows 


Shares 


Outstanding,  beginning  of  year  756  4 

Expired  or  cancelled  (37  6) 

Exercised  (57  4) 

Outstanding,  end  of  year  993  9 


17-54 


$14-58 


isafcle,  end  of  year 
able  *ror  additional  grants 


The  1976  plan  provides  for  the  possible  grant  of  stock 
appreciation  rights  in  connection  with  options  granted  under 
the  1971, 1973  and  1976  plans.  No  stock  appreciation  rights 
have  been  granted 

Grants  under  restricted  stock  purchase  plans  (made  at  the 
greater  of  book  value  or  50%  of  market)  were  made  during 
197®§igd  1975  for  63.1  and  46  5  thousahd^hares  all  of  whicfc- 
were  exercised  or  cancelled,  leaving  no  grants  outstanding  at 
either  year-end.  Of  the  450  thousand  shares  approved  by  the 
shareholders  under  the  1969  and  1974  plans,  225.9  thousand 
shares  were  available  for  future  grants  at  the  1976  year-end. 
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Federated  Department  Stores,  Inc. 

Consolidated  Statement  of  income 


52  Weeks  Ended  52  V/eeks  Ended 
January  29, 1977  January  31 ,  7976 


Net  Sales,  including  leased  department  sales 


Deduct: 

Cost  of  sales,  including  occupancy  and 

buying  costs . 

Selling,  publicity,  delivery  and 
administrative  expenses  .  .  . 

Provision  for  doubtful  accounts  .  .  . 

Interest  expense-net . 

Total  costs  and  expenses  .  .  . 


$4, 446, 624  $4,061 ,91 1 


3,261,827 

S27.140 

14,887 

17,046 

4,120,900 


2,957,676 

73S.626 

16,164 

13,924 

3,726.390 


Income  Before  income  Taxes  .... 
Federal,  state  and  local  income  taxes 

Current . 

Deferred . 


Net  Income 


325,724 


140,342 

17,258 

157,600 


$  168,124 


335,521 

147,057 

19,410 

166,467 


$  169,054 


Earnings  per  Share  of  Common  Stock 

Fully  Diluted  Earnings  per  Share 


$3.50  $3.53 

3.40  3.42 


See  The  Year  in  Review  on  pages  77  to  24  and  Summary  of  Significant  Accounting  Policies  page  30. 
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Federated  Department  Stores,  Inc. 

Consolidated  Balance  Sheet 


On  thousands) 


January  29, 1977 


Assets 


Current  Assets: 

Cash . .  S  51,179 

Accounts  receivable . 625,454 

Merchandise  inventories . 486,453 

Supplies  and  prepaid  expenses .  .  . .  18,604 

Total  Current  Assets .  1,181,690 

Property  and  Equipment— net .  1,019,951 

Other  Assets  .  . . 67,702 

Total  Assets . $2,269,343 


Liabilities  and  Shareholders'  Equity 


Current  Liabilities: 

Notes  payable  and  long-term  debt  due  within  one  year .  $  114,797 

Accounts  payable  and  accrued  liabilities .  395,816 

Income  taxes  . . 171,727 

Total  Current  Liabilities .  682,340 

Deferred  Income  Taxes . 31,265 

Deferred  Compensation  and  Retirement  Income .  85,644 

Long-Term  Debt  . . 193,807 

Shareholders'  Equity —^060,000  and  47,957,000  common  shares 

outstanding  (Page  28) . 1,276,287 

Total  Liabilities  and  Shareholders'  Equity .  $2,269,343 


See  The  Year  in  Review  on  pages  77  to  24  and  Summary  of  Significant  Accounting  Policies  on  page  30. 
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January  31,  1976 


$  52,680 

566,082 

425.291 
14,661 

1,058,714 

913.291 
45,776 

$2,017,781 


S  93,403 
344,225 
153,897 
591,525 
22,917 
79,544 
151,475 

1,172,320 

$2,017,781 
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Federated  Department  Stores,  Inc. 

Consolidated  Statement  of  Changes  in  Financial  Position 


Increase  (Decrease)  in  Components  of  Working  Capital: 
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Common  Stock  Issued: 

Balance,  beginning  of  year . 

Adjustment  to  record  acquisition  of  Rich's  as  a  pooling  of  interests  . 

Adjusted  balance,  beginning  of  year . 

Equity  transactions  of  Rich’s  prior  to  acquisition . 

Balance,  end  of  year . 


52  Weeks  Ended 

Shares  Per  Value 

49,741  $62,177 

49,741  62,177 

16  19 

49,757  $62,196 


52  Weeks  Ended 
January  31,  1976 
Shares  Par  Value 

46,239  $57,799 

3,495  4,369 

49,734  62,168 

7  9 

49,741  $62,177 


Treasury  Stock: 

Balance,  beginning  of  year . 

Additions . 

Deductioppr  deferred  compensation  plan 
(74,000  and  77,000  shares),  for  stock  option 
plans  (40,000  and  37,000  shares),  for  restricted  stock 
purchase  plans  (36,000  and  34,000  shares) 
and  for  debentures  converted  to  common  stock 

(61,000  a  o  50,000  shares) . 

Balance,  end  of  year . 


52  Weeks  Ended 
January  29,  1977 
Shares  Cost 

1,784  $41,275 

124  5,870 

1.908  47,145 


211  8,213 

1,697  $38,932 


52  Weeks  Ended 
January  31,  1976 
Shares  Cost 

1,927  $45,969 

55  2,926 

1,982  48,895 


198  7,620 

1,784  $41,275 
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Federated  Department  Stores,  Inc. 

Summary  of 

Significant  Accounting  Policies 


All  subsidiaries  are  consolidated,  except  Federated 
Acceptance  Corporation,  a  wholly-owned  finance 
subsidiary,  and  Federated  Stores  Realty,  Inc.,  a  wholly- 
owned  real  estate  subsidiary. 

Merchandise  inventories  are  substantially  all  valued 
by  the  retail  method  and  stated  on  the  LIFO  (last-in, 
first-out)  basis  which  is  lower  than  market. 

Depreciation  and  amortization  are  provided  on  a 
straight-line  basis  for  book  purposes  over  the  shorter 
of  estimated  asset  lives  or  lease  terms. 

Real  estate  taxes  and  interest  on  construction  in 
progress  and  land  held  for  future  use  are  capitalized. 
Amounts  capitalized  on  depreciable  assets  are  amortized 
overthe  estimated  asset  lives. 

Investment  tax  credits  are  accounted  for  under  the 
flow  through  method.  Deferred  income  taxes  are  pro¬ 
vided  on  non-permanent  differences  between  reported 
and  taxable  income,  principally  accelerated 
depreciation,  deferred  compensation  and  the  deferment 
of  gross  margin  on  installment  sales. 

Certain  reclassifications  have  been  made  to  agree  with 
current  year  presentj^p. 


Accountants'  Report 

Touche  Ross  &  Co. 

1633  Broadway 

New  York,  New  York10019 

Board  of  Directors  and  Shareholders, 

Federated  Department  Stores,  Inc. 

We  have  examined  the  consolidated  balance  sheet 
of  Federated  Department  Stores,  Inc.,  and  subsidiaries  as 
of  January  29, 1 977,  and  January  31 , 1 976,  and  the  related 
statements  cf  income,  shareholders'  equity  and  changes 
in  financial  position  for  the  years  then  ended.  Our 
examination  was  made  in  accordance  with  generally 
accepted  auditing  standards,  and  accordingly  included 
such  tests  of  the  accounting  records  and  such  other 
auditing  procedures  as  we  considered  necessary  in  the 
circumstances. 

In  our  opinion,  the  aforementioned  consolidated 
financial  statements  presentfairly  the  financial  position 
of  Federated  Department  Stores,  Inc.,  and  subsidiaries  at 
January  29, 1977,  and  January  31, 1976,  and  the  results 
of  their  operations  and  the  changes  in  their  financial 
position  forthe  years  then  ended,  in  conformity  with 
generally  accepted  accounting  principles  applied  on  a 
consistent  basis. 

March  22, 1977  Touche  Ross  &  Co. 

Certified  Public  Accountants 
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Consolidated  Five-Year  Summary  of  Operations 


(in  millions,  except  per  share  data) 

1976 

7975 

1974 

7973 

1972 

Net  sales 

$4,446.6 

$4,061.9 

$3,575.9 

S3, 252.2 

$2,931.4 

Cost  of  sales,  including 
occupancy  and  buying  costs 

3,261  3 

2,957  7 

2,630  3 

2,380.8 

2,132.2 

Selling,  publicity,  delivery  and 
administrative  expenses 

827.1 

738.6 

655.6 

595.3 

535.2 

Provision  for  doubtful  accounts 

149 

16.2 

18.2 

122 

10.7 

Interest  expense 

20.7 

185 

24.0 

17.1 

11.4 

Interest  capitalized 

_ 06) 

(4  6) 

(4.5) 

- 

- 

Total  costs 

4,120.9 

3,726.4 

3,323.6 

3,005  9 

2,689.5 

Income  before  income  taxes 

325  7 

335  5 

252.3 

246.3 

241.9 

Income  taxes 

157.6 

1664 

125.7 

121.5 

121.9 

Net  income 

$  1681 

S  169.1 

$  126.6 

S  124.3 

S  120  0 

Earnings  per  share 

$  3.50 

$  3.53 

$  2.65 

$  2.61 

$  2.51 

Fully  diluted  earnings  per  share 

$  3  40 

$  3.42 

$  2.57 

$  2  54 

$  2.44 

Dividends  per  share 

$  1  33  V; 

$  1.22 

$  1.16 

$  1.03 

$  1  04 

Average  shares  outstanding 

431 

48  0 

47.3 

47.3 

47  7 

Management's  Discussion  and  Analysis  of  the  Summary  of  Operations 


Sales  for  the  two  most  recent  years  increased  9.5%  and 
13.6%,  respectively.  These  increases  reflect  the  addition 
of  newstores,  theexpansion  of  existing  stores,  intensifi¬ 
cation  of  merchandising,  and  inflation  (which  according  to 
our  approximations  accounted  for  an  increase  of  3 .1  %  in 
sales  in  1976  and  of  6.4%  in  1975). 

In  1975  cost  of  sales,  occupancy,  buying,  selling, 
publicity,  delivery  and  administrative  expenses  increased 
generally  consistent  with  sales  trends.  In  1976  these  costs 
increased  at  rates  somewhat  higher  than  the  sales  gains, 
particularly  in  the  first  half  of  the  year.  The  1976  costs 
included  substantially  higher  preopening  expenses  for  new 
stores.  These  increased  costs  were  important  causes  in  the 
reduction  of  income  before  income  taxes  in  comparison 
with  the  preceding  year. 

The  provision  for  doubtful  accounts  has  declined 
significantly  over  the  two  years,  both  in  amount  and  in 


relation  to  sales.  This  reflects  the  gradual  improvement  in 
the  collection  of  receivables. 

In  1975  significantly  lower  short-term  borrowing  rates 
resulted  in  a  major  decrease  in  interest  expense.  In  1976 
interest  costs  increased  due  to  higher  levels  of  short-term 
borrowing  even  though  the  effective  rate  of  interest 
declined  from  1975. 

Income  taxes  decreased  in  1976  in  comparison  with  1975 
mainiy  as  a  result  of  reduced  pre-tax  income  and  higher 
investment  tax  credit.  The  1975  increase  in  income  taxes 
compared  with  1974  reflects  the  higher  pre-tax  income  and 
increased  state  and  local  tax  rates  offset  somewhat  by 
higher  investment  tax  credit. 

Please  refer  to  the  Letter  to  Shareholders,  which  begins 
on  page  2,  for  additional  comments  on  the  operations  of 
the  company  generally,  and  specifically  with  respect  to 
three  divisions  which  experienced  some  difficulties  in  1976. 
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Federated  Department  Stores,  Inc. 

Ten -Year  Summary 


1976 


Operations  (millions) 

Net  sales .  S4, 446.6 

Income  before  income  taxes .  325.7 

Percent  of  sales .  7.3°= 

Incometaxes .  157.6 

Net  income .  168.1 

Percent  of  sales .  3.8% 

Dividends  paid .  66.9 

Earnings  retained .  101.2 

Capital  expenditures .  202.8 

Depreciation  and  amortization .  82.0 


Taxes  other  than  income  taxes  . 


Per  Share  of  Common  Stock 

Net  income™ .  $  3.50 

Dividends .  1.38V: 

Shareholders’  equity  (book  value)™ .  26.56 

Market  price  (high-low) .  60-42 


Notes: 

(1)  Based  on  average  number  of  shares  outstanding 
during  the  year. 

(2)  Based  on  number  of  shares  outstanding  at  end 
of  year. 

(3)  Based  on  average  of  shareholders'  equity  at 
beginning  and  end  of  year. 

(4)  The  acquisition  of  Rich's  in  1976  was  accounted 
for  as  a  pooling  of  interests.  Data  for  prior  years 
have  been  restated. 


Year-End  Financial  Position  (millions) 

Assets .  $2. 269.3 

Working  capita! .  499.4 

Gross  accounts  receivable .  758.4 

Inventories .  486.5 

Property  and  equipment— net .  1,020.0 

Long-term  debt .  193.8 

Shareholders' equity .  1,276.3 

Return  on  shareholders'  equity™ .  13.7% 


Statistics 

Number  of  stores  (department  and  mass 

merchandising)  at  year-end .  303 

Square  feet  of  store  space  (millions) .  43.9 

Average  number  of  shares  outstanding  (millions)  .  .  48.1 
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Walter  L.  Lingle,  Jr.*  ** 

president,  Procter  &  Gamble  Com¬ 
pany.  7937-7969,  also  on  the  boards 
of  The  Fifth  Third  Sank  (Cincinnati), 

and  R  }  Reynolds  Industries,  Inc 


G.  William  Miller**  elected  to  the 
t>oard  of  directors  in  1976,  chair¬ 
man  of  the  board  of  Textron  Inc  ; 

and  The  Federal  Reserve  Sank  of 


Peter  C.  Peterson  member  of  wo 
board  of  directors  since  1973; 

boards  of  The  Lehman  Corporation, 


man  of  the  board  and  president  of 


Kathryn  D.  Wriston**  member 

of  the  board  of  directors  smcc  1975; 
bar  of  the  Slate  ol  N'ew  York  and  is 
and  the  Practising  Law  Institute 


Officers 


Ralph  Lazarus 

Eugene  Rappeport 

J.  Timothy  Heile 

Chairman  of  the  Board 

Senior  Vice  President 

Vice  President 

Harold  Krensky 

James  B.  Selonick 

Melvin  Jacobs 

Prcsiden: 

Senior  Vice  President 

Vice  President 

Howard  Goldfeder 

Jules  Allen 

Lawrence  Lachman 

Vice  Chairman 

Vice  President 

Vice  President 

Maurice  Lazarus 

James  J.  Amann 

Charles  Y.  Lazarus 

Chairman  or  the 

Vice  President 

Vice  President 

Finance  Committee 

Arnold  Aronson 

Fred  Lazarus  II! 

Ross  F.  Anderson 

Vice  President 

Vice  President 

Croup  President 

Milton  S.  Berman 

Jack  L.  Ratzkin 

Lawrence  M.  Isaacs 

V i c e  President 

Vice  President 

Executive  Vice  President 

Harold  Brockey 

H.  Stewart  Rose 

Bernard  S.  Klayf 

Vice  President 

Executive  Vice  President 

Walter  A.  Couper 

Phyllis  S.  Sewell 

Herbert  S.  Landsman 

Vice  President 

Vice  President 

Executive  Vice  President 

Raymond  H.  Cummins 

Donald  J.  Stone 

Ben  E.  Ames 

V'cc  PrejsSt*}!' 

Vice  President 

Senior  Vice  President 

Edward  F.  Field 

Douglas  Thomsen 

R.  John  Cunningham 

Vice  President 

Vice  President 

Senior  Vice  President 

Hal  W.  Field 

Jenna  Lou  Tenner 

Clinton  F.  Herby 

Vice  President 

Vice  President 

Senior  Vice  President 

Weston  P.  Figgins 

E.  Robert  Tjmer 

John  H.  F.  Hoving 

Vice  President 

Vice  President 

Senior  Vice  President 

Alan  3.  Gilman 

Edward  E.  Watson 

Frank  Mayans 

Vice  President 

Vice  President 

Senior  Vice  President 

Robert  J.  Goethals 

Boris  Auerbach 

Joseph  J.  Preminger 

Senior  Vice  President 
end  Controller 

Vice  President 

Secretory 

James  M.  Leahy 

Transfer  Agents 


Manufacturers  Hanover 
Trust  Company 

New  York,  MY  10015 
Security  Pacific 
National  Bank 

Security  Pacific  P/aza 
333  South  Hope  Street 
Lcs  Angeles,  CA  90071 


Bankers  Trust  Company 

,\'civ  York,  MY  10004 

Crocker  National  Bank 


The  principal  market  in  which  the  common  stock  of  Federated  Department  Stores,  Inc.,  is  traded  is  the  New  York  Stock  Exchange. 
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Divisions  of  Federated  Department  Stores,  Inc. 

-*  Denotes  headquarter  stores,  (to : e .  The  figures  in  parentheses,  lotto. Vine  s i d.rtfs  Tote  editor  so  I r. d i oa 1 e  floor  space  for  each  in  thousands  of  square  feet. 

Abraham  &  Straus  established  1863  Burdine's  established  1S9S  (Cold  Circle,  continued)  Ralphs  established  1873 
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